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OP NICS TARE CONTRACT 

REF: USNAT0 5246 

1 . THE 7 PERCENT INCREASE IN ALL NEW NICS TARE WORK, 

IDENTIPIED IN REFTEL, RESULTS FROM CORRECTION IN 

THE ALLOCATION OP G AND A (GENERAL AND ADMINISTRATIVE) 

OVERHEAD COSTS OP LITTON. THE DEFENSE CONTRACT 
ADMINISTRATION SERVICES (DCAS) POUND THAT A SUBSTANTIAL 
AMOUNT OF FOREIGN MARKETING EXPENSES WAS IMPROPERLY 
ALLOCATED BY LITTON TO US GOVERNMENT DOMESTIC SALES. 

AS A RESULT, POREIGN SALES BY LITTON WERE BEING 
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SUBSIDIZED BY DOMESTIC US GOVERNMENT PBRCHASES. THE 
DCAS ALSO REQUIRED THAT A CORRESPONDING DECREASE BE 
MADE IN G&A APPLIED BY LITTON TO DOMESTIC US SALES. 

THE DCAS PINDINGS CAME TOO LATE TO APPLY TO THE 
NICS TARE CONTRACT - POR 12 TARES AND OPTION POR SEVEN 
MORE TARES - AND THEREPORE IS NOT APPLICABLE TO THIS 
CONTRACT, BUT THE 7 PERCENT INCREASE IN G&A WILL 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


APPLY TO ALL NEW TARE WORK. 

2. FYI. THESE EINDINGS WERE RELATED TO THE COST 
ACCOUNTING CHANGES GENERATED BY THE COST ACCOUNTING 
STANDARDS BOARD (CASB) ISSUANCE 410, "ALLOCATION 

OE BUSINESS UNIT GENERAL AND ADMINISTRATIVE EXPENSES 
TO EINAL COST OBJECTIVE", WITH EFEECTIVE DATE 
OE OCTOBER I, 1976. THE CASB IS AN INTERAGENCY 
GROUP, CHAIRED BY THE GAO. ITS ISSUANCES ARE 
PUBLISHED IN THE EEDERAL REGISTER, AND ARE 
ENEORCEABLE THE SAME AS PUBLIC LAW. THIS CASB 
ISSUANCE WAS IMPLEMENTED IN ASPR BY DCP 76-4, 

PARAGRAPH 6-1304.3, DATED 7 SEPTEMBER 1976. BASICALLY, 

THIS NEW COST ACCOUNTING PROCEDURE DOES NOT ADD NEW 
ELEMENTS OF COST, IT ONLY REDISTRIBUTES THEM BETWEEN 
DOMESTIC AND OVERSEAS SALES. FOR EXAMPLE, THE 
ASPR PARA 6-1304.3 REQUIRES THAT EMS PRICES INCLUDE 
COSTS OE DOING BUSINESS WITH EOREIGN GOVERNMENTS, 

SUCH AS SELLING EXPENSES (TO INCLUDE 

MAINTAINING INTERNATIONAL SALES AND SERVICE ORGANIZATIONS, 
SALES COMMISSIONS AND FEES, SALES PROMOTIONS AND 
DEMONSTRATIONS, RELATED TECHNICAL SERVICES, ETC); 

PRODUCT SUPPORT AND POST DELIVERY SERVICE 
EXPENSES (TO INCLUDE OPERATIONS AND MAINTENANCE 
TRAINING, OTHER TRAINING, TECHNICAL EIELD STUDIES); 

COSTS ASSOCIATED WITH IMPLEMENTATION OF DOD OFFSET 
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AGREEMENTS; AND COSTS THAT ARE THE SUBJECT OE ADVANCE 
UNDERSTANDING BETWEEN THE US AND FOREIGN CUSTOMER. 

3. WE HAVE NO INEORMATION AVAILABLE AS TO HOW 

MANY CONTRACTORS ARE ALREADY FOLLOWING THIS PRACTICE, 

BUT INDICATION IS THAT SOME ARE. SINCE IT IS 
APPLICABLE TO ALL CONTRACTORS EOR EMS AND COMMERCIAL 
OVERSEAS SALES, WE CAN EXPECT AN INCREASE (THE 
PERCENTAGE WILL VARY FROM CONTRACTOR TO CONTRACTOR) 

IN THE FUTURE AS CONTRACTORS IMPLEMENT THIS NEW COST 

ACCOUNTING PRACTICE. IN VIEW OF OUR NATIONAL 

POLICY REGARDING NATO CORRECTION AND STANDARDIZATION, 

WE ARE REQUESTING OUR DEEENSE CONTRACT AUDIT AGENCY 
AND THE DEEENSE CONTRACT ADMINISTRATION SERVICE TO 
TAKE A CLOSE LOOK AT ALL OVERHEAD ALLOCATIONS TO BE 
CERTAIN THAT OUR ALLIES ARE NOT BEING OVERCHARGED IN 

EAVOR OF OTHER "EOREIGN" COUNTRIES. END FYI. 

4. YOU SHOULD ADVISE NICSMA THAT THE 7 PERCENT 
INCREASE RESULTS EROM A JOINT LITTON/DEEENSE CONTRACT 
ADMINISTRATION SERVICES EEEORT TO PROPERLY ALLOCATE 
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OVERHEAD EXPENSES TO OVERSEAS ACTIVITIES, WHICH IS 

MORE IN KEEPING WITH ACCEPTABLE COST ACCOUNTING 
PROCEDURES. THIS INCREASE IS APPLICABLE TO ALL 
LITTON OVERSEAS SALES (FMS AND COMMERCIAL). 

5. LITTON ADVISES THAT THEIR OVERSEAS REPRESENTATIVE 
HAS BEEN REQUESTED TO CONTACT MISSION TO EURTHER 
EXPLAIN THIS MATTER AND RESPOND TO ANY QUESTIONS 

WHICH NICSMA MAY HAVE. 

6. PLEASE ALSO INEORM NICSMA IN REPLY TO LETTER 
QUOTED IN PARA 2 OP REFTEL THAT PART 124 OF 
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INTERNATIONAL TRAPPIC IN ARMS REGULATIONS REQUIRES 
PRIOR APPROVAL OP THE DEPARTMENT OP STATE BEPORE 
ANY U.S. CORPORATION CAN ENTER INTO A TECHNICAL 
ASSISTANCE AGREEMENT RELATING TO ARTICLES ON THE 
U.S. MUNITIONS LIST WITH ANY FOREIGN ENTITY 
INCLUDING AN INTERNATIONAL ORGANIZATION. THIS 
REQUIREMENT HAS BEEN IN EPPECT POR MANY YEARS. THE 
EXPORT LICENSE AUTHORIZES LITTON TO EXPORT HARDWARE, 
WHILE ADDITIONAL APPROVAL FOR TECHNICAL ASSISTANCE 
AGREEMENTS IS REQUIRED UNDER PROVISIONS OUTLINED 
ABOVE. WE EXPECT NO DIFPICULTIES IN OBTAINING 
SUCH APPROVAL. 

VANCE 
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